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T r a n s c r i p t  of  Telephone Conference C a l l  of 
June  10, 1 9 9 1  

CHAIRMAN GREENSPAN. We a r e  about  halfway t h r o u g h  t h e  
i n t e r m e e t i n g  p e r i o d  and a t  o u r  meet ing  i n  May w e  a l l  t h o u g h t  it might 
be u s e f u l  t o  g e t  a g e n e r a l  rev iew of  where w e  s t a n d  a t  t h i s  p a r t i c u l a r
p o i n t .  I t h o u g h t  w e  might s t a r t  o f f  a s  we u s u a l l y  do. w i t h  Sam Cross  
u p d a t i n g  us  on how he p e r c e i v e s  t h e  marke t s  a c r o s s  t h e  w a t e r s .  

MR. CROSS. Wel l ,  Mr. Chairman, t h e  d o l l a r  has  been f i r m i n g  
p r e t t y  s t e a d i l y  o v e r  t h e  p a s t  couple  o f  weeks a g a i n s t  t h e  mark,  t h e  
yen ,  and t h e  g e n e r a l  range  o f  c u r r e n c i e s .  That  f i r m i n g  seems t o  be a 
r e f l e c t i o n  o f  t h e  changing  p r o s p e c t s  f o r  our  economy and t h e  f e e l i n g  
t h a t  t h e  end of t h e  r e c e s s i o n  may n o t  be so  f a r  ahead .  The 
i m p l i c a t i o n s  o f  t h a t  a r e  t h a t  we a r e  n o t  l i k e l y  t o  be  s e e k i n g  f u r t h e r  
r e d u c t i o n s  i n  i n t e r e s t  r a t e s  and t h a t  o u t p u t  and p r o f i t s  a r e  more 
l i k e l y  t o  b e  a l i t t l e  h i g h e r .  But a t  t h e  same t i m e  n o t h i n g  h a s  
happened e l s e w h e r e ,  f o r  example i n  Germany, t o  improve t h e  p o l i t i c a l  
o r  economic p r o s p e c t s  t h e r e .  S o .  though t h e  d o l l a r  has  been somewhat 
s t r o n g e r ,  i t ’ s  s t i l l  g e n e r a l l y  t r a d i n g  w i t h i n  t h e  same ranges  t h a t  it 
h a s  been f o r  some weeks.  Agains t  t h e  mark, f o r  example.  t h e  d o l l a r  
had t r a d e d  i n  a r ange  of  1 . 5 8  t o  1 . 7 8  s i n c e  m i d - A p r i l .  b e f o r e  t h e  G - 7  
mee t ing .  We’re now o p e r a t i n g  a t  ve ry  n e a r  t h e  t o p  of t h a t  range:  i t ’ s  
j u s t  under  1 . 7 7 .  

Though t h e  d o l l a r  h a s  s t r e n g t h e n e d ,  p a r t i c u l a r l y  i n  t h e  p a s t  
two o r  t h r e e  d a y s ,  b o t h  Germany and Japan  have been concerned abou t  
t h e  o t h e r  s i d e  of t h a t  c o i n - - t h e  dec ided  weakening i n  t h e i r  own 
c u r r e n c i e s .  Both Germany and Japan d i d  i n t e r v e n e  i n  t h e  market  t o d a y :
i n  t h e  c a s e  o f  Germany, t h e i r  i n t e r v e n t i o n  was fo l lowed  by most of t h e  
o t h e r  European c o u n t r i e s  a t  l e a s t  i n  modest amounts .  Both showed an 
i n t e r e s t  i n  hav ing  us j o i n  them i n  t h e  i n t e r v e n t i o n - - n o t  i n  any
e x p e c t a t i o n s  o f  r e v e r s i n g  t h e  d o l l a r ’ s  movement o r  pushing  it down-
b u t  more t o  g i v e  a s i g n a l  of some r e s i s t a n c e  t o  b l u n t  t h e  d o l l a r ’ s  
d r i v e .  The c a s e  f o r  j o i n i n g  any such  o p e r a t i o n s  would have been t o  do 
a modest o p e r a t i o n  i n  a c o o p e r a t i v e  move. And we’ve s e e n  n o t  t o o  long  
ago ,  of  c o u r s e ,  how impor t an t  t h e  c o o p e r a t i o n  o f  o t h e r s  was t o  us i n  
some of  t h e s e  m a t t e r s .  The c u r r e n t  [mood] i n  t h e  T r e a s u r y  was n o t  
sympa the t i c  t o  any o p e r a t i o n s ,  and i n  t h e  end w e  d i d  n o t  do any
o p e r a t i o n s .  S o .  t h a t  i s  where we s t a n d  a t  t h i s  p o i n t .  Mr. Chairman. 

CHAIRMAN GREENSPAN. Any q u e s t i o n s  f o r  Sam? If  n o t ,  we  have 
Ted Truman back w i t h  u s .  Ted do you want t o  add a n y t h i n g  t o  what Sam 
h a s  s a i d ?  

MR. TRUMAN. I ’ d  l i k e  t o  comment a f t e r  Mike d o e s .  

CHAIRMAN GREENSPAN. Okay, l e t ’ s  t h e n  go t o  P e t e r  S t e r n l i g h t .  

MR.  STERNLIGHT. Mr. Chairman, I can be  p r e t t y  b r i e f  abou t  
open market  o p e r a t i o n s  s i n c e  your mid-May mee t ing .  Opera t ions  have 
been s t e a d i l y  g e a r e d  t o  r e s e r v e  c o n d i t i o n s  c o n s i s t e n t  w i t h  a 5 - 3 1 4  
p e r c e n t  f u n d s  r a t e .  We’ve come p r e t t y  c l o s e  t o  t h a t  on a v e r a g e .  For 
a c o u p l e  o f  days  i n  l a t e  May t h e r e  was some p e r s i s t i n g  s o f t n e s s  i n  t h e  
f e d  funds  m a r k e t ,  l e a d i n g  t o  market s p e c u l a t i o n  t h a t  we  might be  
paving  t h e  way f o r  a n o t h e r  e a s i n g  move. And w e  t o o k  t h e  o c c a s i o n  t o  
d r a i n  some r e s e r v e s  i n  an o v e r t  manner,  even though a t  t h a t  p o i n t  i n  
t i m e  w e  were  l o o k i n g  a t  a r e s e r v e  [add] need f o r  t h a t  r e s e r v e  p e r i o d .  
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That p r e t t y  much seemed t o  d i s a b u s e  t h e  market abou t  any n e a r - t e r m  
e a s i n g  a s  a l i k e l y  e v e n t .  The f low of i n f o r m a t i o n  more r e c e n t l y  was 
such  a s  t o  d i s c o u r a g e  t h o u g h t  of f u r t h e r  p o l i c y  e a s i n g  i n  any  e v e n t .  
Some o b s e r v e r s  even f e e l  t h a t  t h e  n e x t  move could  j u s t  a s  w e l l  be on 
t h e  f i r m i n g  a s  t h e  e a s i n g  s i d e ,  a l t h o u g h  t h a t  i s  n o t  t o  s a y  t h a t  t h e y  
expec t  a n y t h i n g  any t i m e  v e r y  soon.  I n t e r e s t  r a t e s  o v e r  t h e  p e r i o d  
were a t  f i r s t  down a b i t  a s  t h e  market  was d i g e s t i n g  t h e  mid-May
f i n a n c i n g .  More r e c e n t l y .  y i e l d s  have backed up amid r e p o r t s  
s u g g e s t i n g  a t  l e a s t  a bo t toming  of  t h e  economy’s d e c l i n e  and maybe a 
glimmer of an u p t u r n .  On b a l a n c e .  we’ve had r a t e s  moving up b y ,  s a y ,  
1 0  t o  25 b a s i s  p o i n t s .  The h i g h l i g h t ,  of c o u r s e ,  was t h e  f o c u s  of  a l l  
t h e  a t t e n t i o n  on t h e  employment r e p o r t .  which came o u t  j u s t  t h i s  p a s t  
F r i d a y .  On 3 0 - y e a r  bonds ,  y i e l d s  have been p r e t t y  c l o s e  t o  8 - 1 / 2  
p e r c e n t :  8 . 4 8  p e r c e n t  i s  what we were l o o k i n g  a t  a c o u p l e  o f  minu te s  
ago .  That  compares w i t h  abou t  8-114 p e r c e n t  a t  t h e  t i m e  o f  your  m i d -
May mee t ing  and an 8 . 2 1  ave rage  when t h a t  i s s u e  was a t  i t s  a u c t i o n .  
t h i n k  t h a t  summarizes my r e p o r t  on t h e  m a r k e t s .  

CHAIRMAN GREENSPAN. Q u e s t i o n s  f o r  P e t e r ?  Mike P r e l l ,  would 
you b r i n g  us up t o  d a t e  on t h e  economy? 

MR. PRELL. Well. Mr. Chairman, I t h i n k  everyone  i s  aware 
t h a t  g e n e r a l l y  t h e  r e c e n t  economic d a t a  have been on t h e  firmer s i d e .  
R e l a t i v e  t o  our  e x p e c t a t i o n s ,  it seems a s  i f  a lmost  e v e r y  number has  
been abou t  where w e  e x p e c t e d  it o r  perhaps  j u s t  a l i t t l e  s t r o n g e r .
Our b a s i c  r e a d i n g  o f  t h i s  i s  t h a t  it i s  a l l  c o n s i s t e n t  w i t h  o u r  
e x p e c t a t i o n  t h a t  we would s e e  t h e  t u r n i n g  p o i n t  i n  t h e  c u r r e n t  
q u a r t e r .  I t  g i v e s  us a l i t t l e  more conf idence  t h a t  w e  a r e  indeed  
headed toward t h e  k ind  of  r e c o v e r y  t h a t  we p r e d i c t e d  i n  t h e  l a s t  
Greenbook. But I must s a y  t h a t  t h e  s i g n s  a t  t h i s  p o i n t  a r e  v e r y
t e n t a t i v e  and I d o n ’ t  t h i n k  t h a t  we would change o u r  f o r e c a s t  
m a t e r i a l l y  f o r  t h e  remainder  of t h e  y e a r .  If w e  were t o  w r i t e  down a 
number f o r  growth of  r e a l  GNP i n  t h e  c u r r e n t  q u a r t e r .  I s u s p e c t  t h a t  
r a t h e r  t h a n  it b e i n g  t h e  m a r g i n a l  minus of  t h e  May m e e t i n g ’ s  
Greenbook, it would be  a s l i g h t  p l u s .  That  summarizes o u r  v iew.  

CHAIRMAN GREENSPAN. Q u e s t i o n s  f o r  Mike? Ted would you l i k e  
t o  comment? 

MR. TRUMAN. I t h i n k  t h e  o n l y  p o i n t  t o  be  made on t h e  
e x t e r n a l  s i d e  i s  t h a t  t h e  d a t a  t h a t  have come i n  on t h e  t r a d e  s i d e .  
which a r e  q u i t e  o l d ,  a r e  c o n s i s t e n t  w i t h  what we had e x p e c t e d .  The 
March d a t a  came i n  a f t e r  t h e  May FOMC meet ing  and were c o n s i s t e n t  w i t h  
what we  had e x p e c t e d .  On growth a b r o a d ,  t h e  German number t h a t  was 
announced l a s t  week was s t r o n g e r  t h a n  w e  expec ted .  b u t  we  t h i n k  it had 
some s p e c i a l  f e a t u r e s  s o  t h a t  i t  d o e s n ’ t  sugges t  more s t r e n g t h  t h a n  we 
a n t i c i p a t e d .  There  may be  m a r g i n a l  e a s i n g  and a deepe r  r e c e s s i o n  i n  
Canada t h a n  w e  had e x p e c t e d  and a l a t e r  t u rna round .  The o t h e r  f a c t o r ,  
of  c o u r s e ,  i n  terms of t h e  o u t l o o k .  i s  t h i s  r e l a t i v e l y  s t r o n g  d o l l a r .  
which h a s  p e r s i s t e d  s i n c e  t h e  l a s t  Committee mee t ing .  A s  Sam s a i d .  if 
i t  pers i s t s ,  it does  imply  t h a t  we p robab ly  would t a k e  t h e  e x t e r n a l  
s e c t o r  more a s  a n e g a t i v e  t h a n  a s  e s s e n t i a l l y  n e u t r a l ,  which was t h e  
view i n  t h e  l a s t  Greenbook f o r e c a s t .  

CHAIRMAN GREENSPAN. Any q u e s t i o n s ?  Don Kohn. 

MR. KOHN. Thank you. Mr. Chairman. M2 i n  May came i n  a s  we  
were e x p e c t i n g  a t  abou t  a 4 p e r c e n t  r a t e  of  growth.  We have s e e n  a 
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l i t t l e  f l a t t e n i n g  o u t  a t  t h e  end of May and i n  t h e  p r e l i m i n a r y  d a t a  
f o r  e a r l y  June .  A s  a consequence.  we’re  o n l y  p r o j e c t i n g  abou t  4 
p e r c e n t  f o r  J u n e .  which i s  a b i t  l e s s  t h a n  we had i n  t h e  Bluebook. If 
t h a t  June  f l a t t e n i n g  o u t  c o n t i n u e d ,  t h a t  would b r i n g  t h e  t h r e e - m o n t h  
growth r a t e  t o  3 - 1 1 2  p e r c e n t  v e r s u s  t h e  4 p e r c e n t  i n  t h e  p o l i c y  r eco rd  
and t h e  d i r e c t i v e .  For  M3 t h e  weakness has  been much more pronounced:
though we d i d n ’ t  have much M3 growth p r o j e c t e d ,  w e  go t  even l e s s - - o n l y  
about  1 / 2  p e r c e n t  i n  May. And we’ re  l o o k i n g  f o r  maybe 2 p e r c e n t  i n  
J u n e ,  g i v i n g  us 1 p e r c e n t  f o r  March- to - June  v e r s u s  [an  e x p e c t a t i o n  o f ]  
2 p e r c e n t  a t  t h e  t i m e  o f  t h e  May mee t ing .  The weakness i n  M3 l i k e l y  
r e f l e c t s  a c o n t i n u e d  downward t r e n d  i n  bank c r e d i t .  P r e l i m i n a r y  d a t a  
f o r  May s u g g e s t  a 1 p e r c e n t  d e c l i n e  i n  bank c r e d i t  a f t e r  no growth i n  
A p r i l ,  and t h a t  i n c l u d e s  about  a 3-112 p e r c e n t  d e c l i n e  i n  t o t a l  l o a n s  
w i t h  a drop  b o t h  i n  b u s i n e s s  l o a n s  and i n  consumer l o a n s .  Consumer 
l o a n s  r e f l e c t  some more s e c u r i t i z a t i o n  o f  c r e d i t  c a r d  r e c e i v a b l e s :  
w i t h  t h e  s e c u r i t i z a t i o n  added back i n  we’d have a s m a l l  p l u s  t h e r e .  
We t h i n k  b u s i n e s s  l o a n  growth p robab ly  r e f l e c t s  a con t inued  h o l d i n g
down of i n v e n t o r i e s  by b u s i n e s s e s  and v e r y  s u b s t a n t i a l  volumes of  
l o n g - t e r m  d e b t  and e q u i t y  i s s u a n c e ,  r educ ing  t h e  demand f o r  s h o r t - t e r m  
c r e d i t .  

CHAIRMAN GREENSPAN. Q u e s t i o n s  f o r  Don? I f  n o t ,  do any of 
t h e  Board members o r  p r e s i d e n t s  have changed views o r  any new i n s i g h t s
t h a t  t h e y ’ v e  come up w i t h  s i n c e  t h e  l a s t  meet ing?  

MR. BOEHNE. T h i s  i s  Ed Boehne. Mr. Chairman. I would s a y
t h a t  i n  t h i s  p a r t  o f  t h e  c o u n t r y  economic a c t i v i t y  has  s topped  f a l l i n g  
and t h e r e ’ s  a more s t e a d y  t o n e  t o  it a l t h o u g h ,  of c o u r s e .  t h e  
e x p e r i e n c e  i s  mixed i n  d i f f e r e n t  i n d u s t r i e s  and a r e a s .  T h i s  i s  
d i f f e r e n t  from what I was g e t t i n g  a month ago .  I n  manufac tu r ing  one 
s e e s  a f e w  s i g n s  t h a t  t h e  d i r e c t i o n  may be up .  a l t h o u g h  i t ’ s  n o t  much. 
I ’ d  s a y  i t ’ s  s o r t  o f  a rock  bot tom w i t h  a l i t t l e  more a c t i v i t y  i n  new 
o r d e r s  b e i n g  t h e  d i f f e r e n c e .  R e t a i l e r s  r e p o r t  t h a t  d i s c o u n t  s t o r e s  
a r e  more p o s i t i v e  t h a n  t h e  more t r a d i t i o n a l  k i n d s  o f  s t o r e s .  b u t  I 
would s a y  r e t a i l i n g  i s  g e n e r a l l y  p o s i t i v e .  Auto d e a l e r s  t h a t  we t a l k  
t o  s t i l l  s e e  demand s l i p p i n g :  b u t  even  though we g e t  such  r e p o r t s ,  I 
would s a y  o v e r a l l  w i t h  s t o c k s  f a l l i n g  and [ u n i n t e l l i g i b l e ] .  i t ’ s  a 
s i g n i f i c a n t  change o v e r  a month ago .  

MR. KEEHN. T h i s  i s  S i  Keehn i n  Chicago.  I a g r e e  w i t h  t h e  
t h r u s t  o f  Ed’s  comments. The t e n t a t i v e  s i g n s  o u t  h e r e  a r e  t h a t  
economic a c t i v i t y  i n  t h e  Midwest i s  s t a b i l i z i n g ,  b u t  I doubt  t h a t  it 
has  t u r n e d  a round .  S t i l l ,  it seems much b e t t e r  t h a n  it was a t  t h e  
t i m e  o f  t h e  l a s t  FOMC mee t ing .  The r e s i d e n t i a l  r e a l  e s t a t e  a c t i v i t y
i s  b e t t e r :  t h e r e  a r e  i n c r e a s e s  on a y e a r - o v e r - y e a r  b a s i s  i n  sales of  
houses .  R e t a i l  s a l e s - - a t  l e a s t  f rom what we h e a r  i n  t h e  Midwes t - - a re  
h i g h e r  t h a n  t h e  n a t i o n a l  a v e r a g e s .  The a u t o  s e c t o r ,  I t h i n k ,  i s  s t i l l  
something o f  a quandary .  Dea le r s  a r e  c o n t i n u i n g  t o  r e p o r t  v e r y  weak 
s a l e s  w i t h o u t  any p a r t i c u l a r  s i g n s  of  improvement. But g iven  t h e  
[ u n i n t e l l i g i b l e ] ,  p r o d u c t i o n  l e v e l s  a r e  a l i t t l e  h i g h e r  t h a n  w e  saw i n  
t h e  e a r l i e r  p a r t  o f  t h e  y e a r .  And manufac tu re r s  l o o k  toward 1 9 9 1  
c l o s e o u t s .  The s t e e l  b u s i n e s s  h a s  improved,  p a r t i c u l a r l y  i n  t h e  
f o r e i g n  s a l e s  o f  a t  l e a s t  one p r o d u c e r ,  and t h e r e  a r e  s e v e r a l  o t h e r s  
a s  p a r t  o f  t h e  a u t o  i n d u s t r y  who r e p o r t  a t  l e a s t  some i n c r e a s e  i n  
o r d e r s .  But I t h i n k  i t ’ s  t o o  e a r l y  t o  conc lude  t h a t  t h e  r e g i o n a l  
economy has  moved i n t o  r e c o v e r y .  
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CHAIRMAN GREENSPAN. Anyone else? Gary Stern. did you have 

anything? If not. we have Don Winn here to bring us up-to-date on the 

status of the Annunzio Subcommittee’s Task Force on regulatory 

structure. run by Doug Barnard. [Secretary’s note: The legislative 

update was not transcribed.] 


END OF SESSION 





